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Nicaragua's admission to the World Bank's debt-reduction program, the Initiative for Heavily
Indebted Poor Countries (HIPC), promises relief from its staggering foreign-debt payments and
presents the possibility of diverting funds to social programs. While President Arnoldo Aleman says
the benefits from debt reduction are already being felt, analysts say those benefits could be years
away. Some even suggest the debt reduction may not help the economy much. The International
Monetary Fund (IMF) announced Sept. 16 that its executive board had decided Nicaragua was
eligible "in principle" for inclusion in the program.
The long-awaited announcement caused an outbreak of euphoria in government circles. In January,
Aleman said Nicaragua's acceptance in the program would come the following month. In April,
central bank (Banco Central de Nicaragua) president Noel Ramirez promised a decision no later
than July and predicted that the amount canceled under the initiative would be 99% instead of the
customary 80%. Reacting to the news, Aleman said, "We can formally begin the process of liberating
Nicaragua once and for all from the heavy, inherited foreign debt."
To celebrate what he called "a new independence that will transform the economic reality," Aleman
declared a half-day holiday for Sept. 17. "We are already seeing the benefits of debt reduction," he
said. Along with the news of HIPC eligibility, the IMF announced it had approved a second annual
Enhanced Structural Adjustment Facility (ESAF), which carries fresh loans of US$46.1 million. The
first ESAF was approved in March 1998 for US$138.3 million and was raised by US$65.8 million in
February 1999.
IMF official Stanley Fischer said the board was satisfied with Nicaragua's "macroeconomic,
structural, and social policies in 1998 and thus far in 1999." He noted gains in GDP and international
reserves, and a drop in inflation and unemployment during that period. The board also stressed that
the IMF wanted to see an increase in public revenue and a shift in spending from "unproductive
areas to the social sector."
The IMF decision is based on support for Nicaragua's announced economic objectives for the
1999-2001 period. The macroeconomic objectives for that period include capping annual inflation at
7% and raising annual GDP growth to 6.5% by the end of 2001.
Other economic reforms the Aleman administration has promised include strengthening the
financial position of the social-security system, creating a privately funded, fully capitalized pension
system, enacting reforms in the health and education fields, enhancing rural development, and
implementing a poverty-reduction program. While encouraging increased expenditures in the social
area, the IMF made clear its intention to hold Nicaragua to macroeconomic goals that could mean
new austerity measures.
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The public-sector deficit, excluding grants, must not exceed 13.6% of GDP in 1999, must drop to
10.2% in 2000, and not exceed 8.2% of GDP by the end of 2001. "Achievement of the fiscal targets
is based on expenditure restraint and the strengthening of tax administration," said Fischer. HIPC
eligibility does not guarantee an automatic 80% reduction of Nicaragua's US$6.5 billion debt. It
means that the World Bank will now begin an assessment of how much of the present foreign debt
can be sustained and how much canceled. The final decision will depend heavily on how Nicaragua
meets ESAF goals.
The process is expected to take at least two years. However, central bank president Ramirez said
that though negotiations normally take two or three years, Nicaragua is well advanced in the process
because of compliance with macroeconomic requisites during the past three years. "We expect
that this process will be entirely completed in 12 months," he said. The debt pardon could leave
Nicaragua with about US$2 billion of its present debt, plus the additional obligations from the ESAF,
say economy officials.
With a greatly reduced debt, service payments, which have cost the country 50% of its annual
export earnings, will be reduced to between 15% and 20% of export earnings, freeing revenues for
investment in social programs, said Ramirez. Nicaragua has already been able to reallocate funds
to the social sector because Paris Club creditor nations declared a three-year moratorium on debt
service last October as part of a Hurricane Mitch recovery package (see EcoCentral, 1998- 12-03).
Ramirez says the administration has allocated three times the amount for education spent by the
previous administration.
Analysts doubt social programs will see a windfall Some political opponents and economists
differed with the administration's rosy predictions about a multimillion dollar windfall for social
programs. Some suggested no significant benefits from HIPC membership would be seen for a
decade. Economist Adolfo Acevedo reminded Aleman that the amount of the reduction had yet to
be decided and that the reduction might not happen until as late as 2003.
Economist Sergio Santamaria noted that, even if the US$250 million to US$280 million annual debt
service were eliminated, there might be no windfall since the government has not had the funds to
make those payments in the past. While spending for health and education increased this year, it
was because the Paris Club moratorium paid for it. Without the moratorium, the government would
not have had the money for social spending. "It isn't certain that we are going to earmark US$100
million for social investment instead of for debt service," said Secretary of Foreign Cooperation
David Robleto. "We simply cannot pay it."
Another economist, Nestor Avendano, warned that an 80% cancellation would not be enough, since
Nicaragua is swapping new debt for old even as it awaits final HIPC approval. Despite Aleman's
reference to the "inherited debt," every administration has added to the total. Avendano said
that about 40% of the original debt was contracted in the 1990s. But even after a decade of debt
payments, about 60% of the current debt was also contracted in the 1990s. Avendano noted that the
80% reduction is only on US$1.3 billion of the total foreign debt owed the Paris Club members. For
additional reductions, Nicaragua would have to negotiate with multilateral lenders, commercial
banks, and others who hold 75% of the debt.
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Even if successful in reducing the debt to the optimistic level envisioned by Ramirez, Avendano said
the administration has no plan for increasing the nation's ability to pay off what is left. "We worry
about reducing the debt, but not about raising the level of exports," he said. "We need to diversify
our base of exports to help resolve the debt problem. If we don't, the danger that Nicaragua will
again become a poor, severely indebted country is imminent."
Frente Sandinista de Liberacion Nacional (FSLN) leader Daniel Ortega said he doubted debt
relief would have much impact on production or the needs of the poor as long as the country
remained wedded to the IMF's structural-adjustment program. On the contrary, the debt-reduction
announcement could become "a destabilization factor" as the administration moves to impose
greater austerity to satisfy the IMF. International aid is "a brutal reward for the government's
application of adjustment policies," said Ortega. [Sources: International Monetary Fund press
release, 09/16/99; La Prensa (Nicaragua), 05/26/99, 09/19/99; Notimex, 01/28/99, 09/16/99, 09/19/99]
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